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TO  Legislative  Audit  Committee  Members 

FROM:  Jim  Pellegrini,  Deputy  Legislative  Auditor,  Performance  Audits  <-Jf" 

DATE:  May  1999 

RE:  Follow-up  to  Performance  Audit: 

Relocating  Utilities  on  Montana's  Highway  Right-of-Wav 
Montana  Department  of  Transportation  (94P-31) 


INTRODUCTION 

In  September  1995,  we  presented  our  performance  Audit  on  Relocating  Utilities  on  Montana's 
Highway  Right-of-Way  to  the  Legislative  Audit  Committee    The  audit  was  completed  at  the 
request  of  the  Montana  Department  of  Transportation  (MDT).  The  report  made  seven 
recommendations  to  MDT    We  requested  and  received  information  from  MDT  on  their  progress 
in  implementing  the  recommendations  in  December  1996.  Some  follow-up  work  was  completed 
in  June  and  July  1997  and  then  the  project  was  put  on  hold.   This  allowed  the  department  more 
time  to  implement  the  recommendations    The  project  was  restarted  and  completed  in  March 
1999.  To  complete  the  follow-up  project,  we  interviewed  department  officials  and  staff,  reviewed 
changes  to  written  policies  and  forms,  and  reviewed  a  sample  of  utility  relocation  project  files 
We  also  reviewed  various  reports  and  documents  prepared  by  other  entities  working  with  the 
department  in  the  utility  area,  including  a  Utility  Task  Force  created  by  the  department  and  a 
consultant  hired  by  the  department. 

In  addition  to  summarizing  the  results  of  our  follow-up  work,  this  memo  presents  background  on 
utility  relocation  and  the  changes  the  department  has  made  in  its  procedures  since  our  audit. 

SUMMARY  OF  FOLLOW-UP  RESULTS 


Our  follow-up  work  shows  that  all  seven  recommendations 
from  our  1995  report  have  been  implemented. 


Two  major  changes  were  made  in  the  utility  relocation  process  as  a  result  of  a  Utility  Task  Force 
created  by  the  department  in  1996.  Because  of  changes  made  by  the  department,  the  significance 
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of  some  recommendations  has  been  reduced,  while  for  others  the  best  method  of  implementation 
will  change.  The  most  significant  change  by  the  department  was  the  creation  of  a  unit  cost  system 
which  is  discussed  beginning  on  page  3. 

BACKGROUND  ON  UTILITY  RELOCATION 

At  the  time  of  our  audit,  four  "work  units"  within  the  department  were  responsible  for  overseeing 
utility  relocation  work.  The  Utility  Section  worked  with  the  utility  companies  to  determine  what 
facilities  needed  to  be  relocated,  reviewed  estimated  project  costs,  and  finalized  the  agreements 
with  the  companies.  The  district  offices  were  responsible  for  day-to-day  administration  of  the 
agreements,  conducted  inspections  of  the  work,  and  initially  approved  invoices  for  payment.  The 
Construction  Bureau  reviewed  and  approved  costs  associated  with  relocation  work  and  changes 
to  planned  scope  of  work.  The  Compliance  Review  Section  reviewed  utility  company  cost 
estimates  and  the  companies'  use  of  engineering  consultants.  Once  projects  were  completed  this 
section  also  reviewed  final  project  costs.  Below  we  discuss  the  changes  made  in  the  relocation 
process  since  the  audit. 

UTILITY  TASK  FORCE 

A  Utility  Task  Force  was  established  by  MDT's  director  in  1996  to  help  the  department  address 
audit  report  recommendations  and  to  study  other  issues  affecting  the  department  and  utility 
companies.  One  of  the  primary  "other  issues"  involved  reviewing  Montana's  policy  for 
reimbursing  utility  companies  for  relocations  of  facilities  located  on  highway  right-of-way.  While 
our  report  did  not  make  a  recommendation  covering  this  issue,  we  did  note  that  most  states  do 
not  reimburse  utility  companies  for  relocating  facilities  within  the  highway  right-of-way.  We 
reported  that  the  legislature  may  want  to  review  this  30-year  old  policy  to  see  if  it  was  still 
appropriate. 

The  first  meeting  of  the  task  force  was  held  on  March  1 1,  1996.  The  task  force  met  several  times 
in  Helena  and  in  other  locations  in  the  state    The  task  force  concentrated  on  the  reimbursement 
(cost  sharing)  issue  and  the  potential  to  switch  to  a  unit  cost  approach    (Under  a  unit  cost  system, 
the  state  would  pay  for  each  relocated  unit,  such  as  a  pole,  based  on  preestablished  and  audited 
costs.)  During  1996,  the  department  held  several  meetings  with  utility  companies  across  the  state 
to  explain  the  results  of  the  audit  and  the  work  of  the  task  force  (particularly  the  change  to  unit 
costs).  The  final  task  force  report  was  issued  on  December  16,  1996.  The  task  force  made 
several  recommendations  including  changes  in  the  cost  sharing  between  utility  companies  and  the 
state  and  in  using  a  unit  cost  approach  when  paying  for  utility  relocations.  As  a  result  of  the  task 
force,  HB320  was  introduced  during  the  1997  Legislature.  Passage  of  this  bill  (Chapter  324, 
Laws  of  Montana,  1997)  provided  that  the  department  would  no  longer  pay  for  engineering  costs 
for  utility  relocations  on  highway  right-of-way.  The  fiscal  note  for  the  legislation  estimated  that 
about  12  percent  of  utility  relocation  payments  (about  $500,000)  are  for  engineering  costs.  The 
legislation  also  allows  the  department  to  adopt  rules  related  to  the  department's  reimbursement 
responsibilities.  The  department  used  this  change  to  implement  the  task  force  recommendation  to 
require  utility  companies  to  switch  to  the  unit  cost  system. 


UNIT  COST  APPROACH 

The  department  contracted  with  an  accounting  and  consulting  firm  to  help  in  the  implementation 
of  the  unit  cost  approach.  The  agreement  called  for  the  contractor  to: 

gain  an  understanding  of  the  Unit  Cost  Process; 

evaluate  methods  of  developing  unit  costs  and  provide  recommendations; 

review  utility  company  proposed  unit  costs; 

provide  average  unit  costs  for  1998;  and 

prepare  training  sessions  for  department  personnel  and  utility  company  personnel. 

The  initial  agreement  called  for  the  contractor  to  review  unit  costs  submitted  by  19  utility 
companies.  The  agreement  required  training  sessions  to  be  held  in  four  different  cities.  The 
contractor  also  developed  a  manual  for  the  department  titled:  "Understanding  the  Unit  Cost 
Process  for  Utility  Relocation  Projects  "  This  manual  was  designed  to  help  utility  companies 
submit  their  unit  costs  to  the  department  for  review.  The  contract  was  later  expanded  to  include 
the  review  of  unit  costs  for  38  additional  companies  and  to  help  four  telecommunication 
companies  in  developing  unit  costs.  Also  included  in  this  expanded  contract  were: 

continued  evaluation  of  average  costs; 

developing  a  policies  and  procedures  manual  for  the  department; 

participating  in  a  Unit  Cost  Task  Force;  and 

giving  four  additional  training  sessions. 

This  contract  is  to  be  completed  by  June  30,  1999.  A  major  part  of  the  contract  is  the  provision 
for  audits  of  unit  costs  established  by  utility  companies.  In  the  future  these  unit  cost  audits  are 
expected  to  be  completed  by  the  department's  Compliance  Review  Section.  These  subsequent 
audits  should  not  be  as  time-consuming  because  the  department  can  reduce  the  scope  of  the  audits 
using  its  data  base  information  and  by  looking  at  how  much  a  company  changes  its  costs  from 
prior  year  costs. 

According  to  department  officials,  all  relocation  agreements  are  now  being  based  on  unit  costs. 
The  department  will  approve  an  actual  cost  agreement  on  an  exception  basis,  such  as  for  complex 
urban  projects  where  unit  costs  would  be  more  difficult  to  manage.  All  utility  companies  have 
submitted  unit  costs  for  1999  and  audits  of  these  unit  costs  will  be  completed  by  June  30,  1999. 

AUDIT  REPORT  ISSUES  AND  CORRESPONDING  FOLLOW-UP  FINDINGS 

During  our  1995  audit,  we  found  the  department's  internal  control  system  did  not  provide  for 
adequate  oversight  of  the  utility  relocation  process.  There  were  numerous  examples  of  both 
unallowable  and  questionable  costs  that  were  not  identified  and  resolved  by  the  department's 
internal  control  structure.  Department  management  and  staff  agreed  only  minimal  monitoring  of 
utility  relocation  costs  was  occurring.  The  department's  primary  emphasis  was  to  move  utilities 
from  the  construction  zone. 


The  change  to  the  unit  cost  system  will  help  address  many  of  the  issues  in  our  report.  The  new 
system  will: 

Make  it  much  easier  to  establish  the  estimated  cost  of  a  project  and  verify  final  project 

costs.  Staff  will  also  be  better  able  to  review  the  reasons  for  any  differences  between 

estimated  and  final  costs. 

Make  it  easier  for  the  department  to  monitor  relocation  costs.  Inspections  and  record 

keeping  will  concentrate  on  the  number  and  type  of  units  being  relocated  rather  than  a 

tracking  of  man  hours,  equipment  use,  etc. 

Virtually  eliminate  the  need  for  end  of  job  audits  and  instead  change  the  emphasis  to  up 

front  audits  of  companies'  unit  costs. 

Eliminate  the  need  to  approve  use  of  contractors  or  consultants  in  most  instances. 

Allow  utility  companies  to  more  easily  wrap  up  final  billing. 

The  change  to  unit  costs  really  helps  in  the  implementation  of  most  of  the  audit  recommendations. 
In  some  cases,  it  changes  how  the  department  will  want  to  implement  the  audit  recommendations. 

For  relocation  projects  where  companies  are  being  reimbursed  under  actual  cost  agreements,  then 
prior  department  procedures  will  still  need  to  be  followed  (consultant  approval,  cost  monitoring 
through  field  inspections,  etc.).  However,  department  officials  indicated  there  will  be  very  few 
actual  cost  agreements  in  the  future.  The  department's  utility  relocation  policy  manual  also 
indicates  most  utility  relocation  agreements  will  be  unit  cost  or  lump  sum  agreements  based  on 
unit  costs. 

The  remainder  of  this  memorandum  addresses  the  department's  actions  related  to  each  of 
our  recommendations. 

Department  Management  Structure 

During  the  audit  we  found  the  department's  utility  relocation  process  required  four  different  work 
units  to  be  involved  in  the  process.   This  resulted  in  both  overlaps  and  gaps  in  the  control 
structure  over  utility  relocation  costs.  We  recommended  the  department  change  the  control 
structure  to  eliminate  the  overlaps  and  gaps  and  also  to  assign  overall  project  responsibility  to  one 
work  unit. 

Prior  Recommendation  #1 

We  recommend  the  department  change  the  internal  control  structure  to: 

A.  Define  staff  responsibilities  to  eliminate  overlaps  and  gaps  between  work  units. 

B.  Coordinate  activities  by  assigning  overall  project  responsibility  to  one  work  unit. 

This  recommendation  is  implemented. 

The  Construction  Bureau  is  no  longer  involved  in  the  utility  relocation  process.  The  overall 

responsibility  for  the  process  rests  with  the  Utility  Section.  The  utility  agents  in  the  field  perform 


initial  reviews  of  final  bills  and  then  forward  them  to  the  Utility  Section  for  final  approval.  The 
switch  to  unit  costs  greatly  affects  the  way  relocation  costs  will  be  monitored.  The  utility  agents 
will  be  able  to  concentrate  on  the  number  and  types  of  units  that  are  used  on  a  project.  They  will 
no  longer  have  to  monitor  how  many  people  were  working  on  the  project,  what  vehicles  and 
equipment  were  used,  or  what  materials  were  used.  The  cost  estimating  procedures  will  also  be 
simplified.  Overall,  the  monitoring  of  the  agreements  will  be  simpler  and  more  computerized  than 
in  the  past. 

Management  Information  Requirements 

During  our  audit  we  found  only  limited  management  information  related  to  estimated  and  actual 
costs  for  relocation  projects.  Work  units  that  did  develop  some  information  did  not  provide  this 
information  to  other  units.  We  recommended  the  department  compile  management  information  to 
be  used  in  assessing  estimated  costs  and  in  reviewing  final  project  costs.  We  also  recommended 
the  information  be  distributed  to  appropriate  staff  responsible  for  monitoring  costs. 

Prior  Recommendation  #2 

We  recommend  the  department: 

A.  Compile  management  information  to  be  used  in  assessing  estimated  and  end  of 
project  costs  of  relocating  utilities. 

B.  Ensure  management  information  is  distributed  to  staff  responsible  for  monitoring 
project  costs  to  provide  better  coordination. 

This  recommendation  is  implemented. 

The  change  to  a  unit  cost  system  makes  it  much  easier  for  the  department  to  establish  the 
estimated  cost  of  a  project  and  to  verify  final  project  costs.  With  the  unit  cost  data  base,  the 
department  will  also  be  able  to  produce  needed  management  information.  The  department  is 
using  a  unit  cost  form  where  the  utility  company  submits  its  estimated  number  of  units  and 
corresponding  costs    This  information  is  used  during  the  development  of  the  agreement  between 
the  department  and  the  company    This  same  form  is  then  used  by  the  utility  company  when  it 
submits  its  final  bill    This  makes  it  relatively  easy  for  the  department  to  compare  estimated  and 
final  costs.  Overall,  the  unit  cost  process  will  help  the  department  meet  the  intent  of  our 
management  information  recommendation. 

Field  Inspections 

Department  officials  acknowledged  that  staff  did  not  inspect  relocation  projects  as  often  as  policy 
dictates.  District  utility  agents  focused  inspection  efforts  on  confirming  location  of  utility  facilities 
and  monitoring  job  progress.  Minimal  inspection  effort  was  made  to  verify  project  costs.  We 
recommended  the  department  prioritize  which  projects  need  the  most  inspection  effort,  maintain 
better  inspection  records,  and  provide  training  to  monitoring  staff. 


Prior  Recommendation  #3 

We  recommend  the  department: 

A.  Prioritize  which  utility  relocation  projects  are  to  have  field  inspections  and 
determine  the  amount  of  effort  to  be  expended  with  various  projects. 

B.  Maintain  better  inspection  records  to  use  in  reviewing  project  costs. 

C.  Provide  training  to  staff  responsible  for  monitoring  utility  relocation  projects. 

This  recommendation  is  implemented. 

In  1996,  the  department  developed  new  policies  and  a  new  inspection  form  for  use  by  utility 
agents  which  were  designed  to  improve  the  inspection  process.  The  policy  manual  covers 
inspection  requirements  and  documentation  requirements.  It  states  that  actual  cost  agreements 
will  require  the  greatest  amount  of  documentation.  It  also  shows  the  areas  the  utility  agents 
should  check  for  in  their  agreements  Another  requirement  is  completion  of  line  drawings  that  will 
help  show  where  utility  facilities  were  initially  located  and  their  new  location.  This  helps  both  the 
utility  agent  and  reviewing  staff  in  the  Utility  Section,  to  review  the  relocation  work  that  was 
completed  and  compare  it  to  what  was  included  in  the  agreement.  We  found  line  drawings  were 
included  in  the  section's  files  as  part  of  the  documentation  for  the  final  bill.  Our  review  of  the 
files  also  showed  the  utility  agents  were  completing  the  new  inspection  forms  and  that  inspections 
were  being  monitored  by  the  Utility  Section.  The  department  has  informed  utility  companies  of 
the  new  documentation  requirements  for  actual  cost  agreements,  such  as  the  use  of  diaries  and 
maintaining  a  documentation  trail  that  will  enable  the  auditors  to  verify  costs.  The  documentation 
requirements  are  specified  in  the  new  standard  agreement. 

With  the  unit  cost  system,  the  department  has  changed  the  emphasis  of  its  field  inspection  process 
with  the  main  emphasis  placed  on  determining  the  number  and  types  of  units  used.  Documen- 
tation requirements  for  the  companies  have  been  reduced,  and  these  changes  have  been 
communicated  to  the  utilities.  Utility  staff  and  department  staff  have  been  trained  on  the  unit  cost 
system 

Project  Audits 

We  found  office-based  audits  were  not  completed  in  a  timely  manner  and  30  percent  of  the 
projects  had  not  been  audited.  Field  audits  have  not  been  conducted  since  1991 .  There  were  no 
written  policies  and  procedures  for  utility  audits.  We  recommended  the  department  prioritize 
utility  relocation  projects  for  audit  review  and  develop  policies  for  office-based  and  field  audits. 

Prior  Recommendation  #4 

We  recommend  the  department: 

A.  Prioritize  utility  relocation  projects  for  audit  review. 

B.  Conduct  timely  audits. 

C.  Develop  audit  policies  for  use  by  in-house  audit  staff  in  conducting  office-based 
and  field  audits. 


This  recommendation  is  implemented 

The  department  developed  a  new  policy  for  conducting  utility  audits.  Department  officials 

indicated  that  placing  the  Compliance  Review  Section  under  the  director's  office  has  allowed  the 

section  to  place  more  emphasis  on  utility  audits.   Utility  companies  were  informed  when  actual 

cost  agreements  are  used,  the  department  will  place  more  emphasis  on  end  of  project  audits.  Our 

review  of  section  policies  and  audit  schedules  showed  there  is  now  added  emphasis  on  utility 

audits. 

The  unit  cost  system  will  virtually  eliminate  the  need  for  end  of  job  audits  and  instead  change  the 
emphasis  to  up  front  audits  of  companies'  unit  costs    The  department  has  made  these  up  front 
audits  a  priority  and  has  contracted  out  the  first  round  of  audits.  The  contractor  has  completed 
audits  of  most  of  the  utility  companies  that  deal  with  the  department  due  to  utility  relocations. 
The  department  also  allows  utility  companies  to  choose  to  use  average  unit  costs.  In  these 
instances  the  companies  will  not  be  audited. 

Approval  of  Consultants  and  Contractors 

Utility  companies  often  hire  consulting  engineers  for  the  design  of  a  relocation  project  and  often 
hire  contractors  to  construct  the  project.  We  found  the  companies  and  the  department  were  not 
always  documenting  if  a  consultant  or  contractor  was  working  on  a  project  as  required  by  federal 
regulations.  Four  department  work  units  were  involved  in  granting  approvals  and  staff  were 
uncertain  of  their  roles  in  the  approval  process  including  which  unit  should  be  maintaining  the 
documentation.  We  recommended  the  department  clarify  policies  and  staff  responsibilities  for 
granting  approval,  notify  utilities  of  the  revised  policy,  deny  payment  when  approval  is  not 
obtained,  and  maintain  adequate  documentation. 

Prior  Recommendation  #5 

We  recommend  the  department: 

A .  Clarify  policies  and  staff  responsibilities  for  department  approval  of  consultants 
and  contractors. 

B.  Notify  utilities  ofMDT's  revised  policy  governing  the  use  of  consultants  and 
contractors. 

C.  Deny  payment  for  consultant  and  contractor  expenses  incurred  without  MD  T 
authorization. 

D.  Properly  document  MDT  approval  of  consultant  and  contractor  use  in  project 
files. 

This  recommendation  is  implemented 

In  1996,  the  department  informed  utility  companies  that  the  department  had  developed  a  check 
list  to  help  ensure  that  the  companies  obtained  proper  approval  for  using  consultants  and 
contractors.  As  part  of  its  reorganization  of  utility  activities,  the  department  placed  responsibility 
for  approving  contractors  and  consultants  with  the  Utility  Section.  Contractor  approval 
procedures  were  covered  in  the  department's  new  procedure  manual 


With  the  passage  of  HB320,  the  department  will  no  longer  be  paying  for  engineering  costs  for 
relocations  on  highway  right-of-way.  Under  the  unit  cost  system,  the  department  is  not 
concerned  with  whether  the  utility  company  uses  consultants  and  contractors  or  uses  their  in- 
house  staff  since  the  department  will  be  paying  a  set  dollar  amount  for  each  unit.  Thus  for  unit 
cost  agreements,  the  department  will  not  be  approving  consultant  and  contractors  in  most  cases. 

Overall,  the  department  has  addressed  our  recommendations  for  the  policies  related  to  approving 
consultants  and  contractors.  In  addition,  changes  due  to  HB320  and  unit  costs  have  significantly 
reduced  the  importance  of  the  approval  process. 

Final  Engineering  Authorization 

We  found  the  department  was  not  always  issuing  final  engineering  approval  letters.  Sometimes 
this  occurred  because  staff  did  not  understand  the  policy.  These  approval  letters  also  request  the 
company  to  inform  the  department  if  a  contractor  will  be  doing  the  construction.  We 
recommended  the  department  clarify  the  policy  and  ensure  district  offices  are  complying. 

Prior  Recommendation  #6 

We  recommend  the  department  clarify  the  policy  for  final  engineering  authorization  and 
ensure  district  offices  are  issuing  written  authorization. 

This  recommendation  is  implemented. 

The  department  has  addressed  this  issue  in  its  letter  that  is  sent  out  to  utility  companies  with  the 
final  agreement.  Wording  in  the  letter  includes  the  statement:  "This  letter  is  your  authorization  to 
proceed  with  the  final  engineering  ...". 

Final  Billing 

We  found  that  on  many  projects  the  utility  companies  did  not  submit  their  final  bills  until  more 
than  a  year  after  the  project  was  completed.  This  hindered  the  department  in  closing  out  projects 
and  assigning  remaining  funds  to  other  projects.  We  recommended  the  department  change  the 
contract  language  to  require  final  billing  within  365  days  of  project  completion,  to  notify  utilities 
of  this  change,  and  to  deny  late  bills. 

Prior  Recommendation  #7 

We  recommend  the  department: 

A.  Change  contract  language  to  require  final  bills  be  submitted  within  365  days 
after  project  completion. 

B.  Notify  utilities  of  the  change  to  contract  language  and  stress  the  importance  of 
compliance. 

C.  Deny  payment  for  noncompliance. 

This  recommendation  is  implemented. 

The  department  changed  the  wording  in  their  standard  agreement  to  state:  "Final  bills  must  be 

submitted  to  the  (department)  within  365  days  after  all  the  work  has  been  completed.  Non- 


compliance  could  jeopardize  reimbursement "  This  change  was  discussed  with  utility  companies  in 
meetings  around  the  state  in  1996.  Department  officials  stated  the  new  policy  was  working  better 
and  companies  were  complying  with  final  billing  requirements. 

Unit  costs  will  allow  utility  companies  to  more  easily  wrap  up  final  billing  since  a  company  only 
has  to  track  the  number  of  units  and  not  detailed  compilations  of  man-hours,  equipment  hours, 
travel,  materials,  etc.  This  should  help  to  alleviate  concerns  the  utility  companies  had  in  being 
able  to  compile  the  information  needed  for  their  final  bills 
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